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Sc_h_lj’q?(“ll_erus & Co. LLP

September 25, 2008

Independent Auditors' Report

Superintendent and

Board of Education

Beaver Island Community School
Beaver lstand, Michigan

We have audited the accompanying financial staiements of the governmental activities, each major
fund, and the aggregate remaining fund informaiion of Beaver lsland Community School, as of and for
the year ended June 30, 2008, which collectively comprise the School District's basic financial
statements as lisied in the fable of contents, These financial statements are the responsibitity of the
School's management. Our responsibility is to express opinions on these financial statemants based on
our audit.

We conducted our audit in accordance with auditing standards generdlly accepied in the United
States of America and the standards applicable to financial audits contained in Government Audifing
Standards, issued by the Comptreller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial siatements
are free of malerial misstatement. An audit includes examining. on o test basis, evidence supporting
the amounts and disclosures in the financial statements. An cudit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financigi statement presentation. We believe that our audit provides areasonakle basis for our
opinicns.

In our opinion, the financial statements referred fo above present fairly, in all material respects, the
respective financial postiion of the governmental activities, each major fund, and the aggregate
remaining fund informafion of Beaver lsland Community School, as of June 30, 2008, and the respective
changes in financial position, thereof for the year then ended, In conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have clso issued ourreport dated September
25, 2008, on our consideration of Beaver sland Community School's infernal control over financial
reporting and on our fests of ifs compliance with ceriain provisions of laws, reguiations, contracts, and
grant, agreementis and other matiers. The purpose of that report is fo describe the scope of our festing
of internal control over financial reporting and compliance and the resulis of that testing, and not io
provide an opinion on the internal control over financial reporing or on compliance. That report is an
intfegral part of on audit performed in accordance with Government Audifing Standards and
imporfant for assessing the results of cur audit.
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Beaver lsland Community School
Beaver Island, Michigan

The management's discussion and analysis and the budgetary comparison information are not a
required part of the basic financial sfalements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inguiries of management regarding the methods of
medasurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on i,

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Beaver Bland Community School's basic financial sialements. The
accompanying other supplemental information is presented for purposes of additional analysis and is
not a required part of the basic financial statements. Such information has been subjected to the
audifing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relafion o the basic financial statemeants taken as o whole,

8L Skl 2 (s,

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan



Beaver Island Community School
37895 Kings Highway

Beaver Island Ml 49782

w J phone (231) 448-2744
AN N g fax (231) 448-2919
SBEAVER ISLAND | info@beaverisland.k12.mi.us

Management's Discussion and Analysis

Overview of the Basic Financial Sfatements

Beaver lskand Community School's, {the “School's") basic financial statements inciude
governmeni-wide statements, fund financial statements and notes to the financial
statements.  This report diso contains reqguired and other supplemental information in
additfion to the basic financial siatements.

Government-wide Financlal Statements

The govermment-wide financial statements report information on all of the School's
nonfiduciary funds, The govemment-wide statements are designed to provide readers
with a broad overview of the 3choal's finances, in @ manner similar to a private-sector
business.

The Statement of Net Assetfs displays ali of the School's assets and liabilities, with the
difference reported as net asseis. Al long-term assets and debi obligafions are
presented.

The Statement of Aciivities focuses on the gross and net cost of the varicus funciions
within the Schoo! {instruction, support services, etc.), which are supported by the School's
general revenues (property faxes, unresiricted state aid, eic.).

Fund Financial Sigtements

The fund financial statements report on the governmental funds, with an emphasis on
mgjor funds. Maijor funds are determined by the leve! of activity within the various funds.
The focus of the fund financial statements s on the sources and uses of funds during the
current year.

The fiduciary fund Is also presented: separate from the governmeantal funds, due 1o the
fact that these assels do not represent assets of the School. These assets are not
presented as part of the Govermment-wide financicl statements.

Beaver island Community School maintains seven individual governmental funds,
Information s presented separately in the govermmenial fund balance sheet and the
governmenial fund stafement of revenues, expenditures and changes in fund balances
for the General Fund, and Capital Project Fund which are considered major funds. Data
from the other five governmental funds are combined info a single, nonmaior
governmental funds column.  Individual fund dafa for each of these nonmajor
governmental funds is provided in the form of combining statements in the Other

Supplemental informafion Eegg?%og%hgéﬁ?ggﬁon Members

Barb Schwarizfisher, President; Dawn Marsh, Vice President; Sharon Nix Cols, Treasurer:
Nancy Tritsch, Secretary; Trusiees, Brian Cole, Tina Drost and Gail Weede

Superintendent/Principal
Kathieen McNamara
kittym@beaverisiand k12 mi.us
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Notes to the Financial Statements

The notes provide addifional information which is essenfial o a full understanding of the
daia provided in the government-wide and fund financial statements.

Governmeni-wide Financial Analysis
The table below summarizes the District's net assets os of June 30, 2008:

Beaver Istand Community School's Net Assets
June 30, 2008 and 2007

2008 2007
Assefs
Current and other gssets $ 4,102,085 $ 387,743
Capital assets - net of accum, dep. 1,898,652 1,147,440
Tota! assets 6,000,737 1,535,183
liabllities
Current liahilifies 494,001 161,058
Noncurrent liabifities 3,821,810 -
Total liabilities 4,315,611 161,058
Net Assefs
Investmeant in capital assets, net of related debt 1,241,463 1,147,440
Restricted 131,195 57,414
Unrastricted 312,458 169,271
Total net assets L 1,685,126 3 1,374,125

At the end of the fiscal year, Beaver sland Community School s able to report posifive
balances in all three categories of net assets. The largest porfion of the School's net
assets is its investment in capital assets including construction in progress; less any related
debt used to acquire those assets that are still outstanding. The School uses these capital
assets in providing educational services; consequently, these assets are not available for
future spending.

The second portion of net assetls, resiricted net assets, represents resources that are
subject to external restrictions on how they may be used, This would include resirictions
for debt service and capital projects expenses.

The remaining portion of net assets, unrestricied net assets, maoy be used at the School's
discretion to meet ongeing obligations.
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The resulls for the School as a whole are reported in the Statement of Activities, which s
summarized below;

Beaver Island Community School's Change in Nef Assets
Years Ended June 30, 2008 and 2007

2008 2007
Revenue
Program revenue:
Charges for services 3 3,087 $ 4,240
Grants and contributions 220,613 251,558
General revenve;
Property faxes 1,524,848 1,443,505
State cid, unrestricted 115,192 135,253
Interest and investment earnings 114,804 10.8%0
Other 41,845 44,213
Total revenues 2,020,389 1.910.35%
Function/Program Expenses
Instruction 854,988 900,716
Suppori services 612,012 621,079
Food services 21,782 24,631
Athletics 36,408 35,100
Communily services 5864 1,911
Interest/fees on fong-term debt 123.274 7,567
Depreciation funallocated) 43,420 41,847
Total expenses 1,697,748 1,632,851
Change in net asseis 311,001 277,508
Net assets - beginning of year 1,374,125 1,096,617
Net assets - end of year $ 1,685,126 $ 1,374,125

As reporied above, the School recorded $1,697.748 of expenses. The mgjority of the
School's activities were funded by property taxes, granis and contributions. The state
approved funding last year for "isolated Disiricts” which represents over 80% of the
district’s state aid.

The School experienced an increase in net assets of $311,001. In the fund financial
siatements debl ond copital outlay payments represent expenditures of available
spendable resources, however in the government wide statements as nofed above they
are not current expenses. Depreciglion s used to ratably expense these over the
estimated fime o be benefited. Additionally, the $3,204,802 bond proceeds are
recognized as an other financing source in the fund financial statements and as a liability
in the government wide statements. That is why the fund financial sigiements indicate o
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$3,464,819 increase in fund balances ond the government wide statements indicate an
increase in net assets of $311,001,

Fund Financial Analysis

The June 2008 General Fund balance is significantly higher than originally budgeted. The
cudited fund balance of $336,983 is approximately 22% of expenditures, but it is not the
intent of the district to mainfain ¢ fund balance at this level. The disirict has a goal of
maintaining o 15% fund balance over the long term.

General Fund Budgetary Highlights
During the 2007-08 schoolyear, the district kept non-instructional general fund

expenditures as low as possibie fo save money for furmishing. technology and playground
improvements for the new school.

At its Seplember 8, 2008 School Board meeting the board of education approved the
following resolution;

RESCLVED, that the board of education of the Beaver lsland Community School hereby
authorizes that up to $100,000 of the district's audited fund balonce be designated for
the support of the building project in the areas of furnishings, technoiogy and
playground. Such expenditure shall be added o the 2008-2007 general fund budgest
category 11.1.261.6410, Cperations Building Services, Equipment.

Final budgeted revenues were up from the criginal budgeted revenues. [t reflected
more local revenue and state revenue, This was due, to the fact there was no state aid
bill at adoption, nor had board of review changes been completed for property tax
values. Final budgeted expenditures were also higher than originally budgeted and
reflected o budget more in accordance with the state mandated chart of accounts.

Final oactual revenues were within 1% of final budgsted amounts. Final actual
expenditures were within 1% of the original budgeied amounts,



Capilal Assets

At June 30, 2008 the School had $2,324,254 invested in capital assets. The foliowing table
summarizes the copital asset activity for the yvear;

Beaver tsland Community Schools Capital Asset Activity
Year Ended June 30, 2008

July 1, 2008 Additions Disposails June 30, 2008
Land and improvements 3 92228 ¢ - 3 - $ 92,228
Construciion in progress 13,748 798,249 {10.380) 801,637
Buildings and improvements 1,516,535 18,403 {155,000 1,379,938
Vehicies 17,522 - - 17,522
Equipment 32,929 - - 32,929
Total capital assets 1,672,982 814,652 {165,380} 2,324,254
Le§5 accum. depreciation [525,542] [43,420) 143,340 (425,602)
Net capital assets $ 1,147,440 % 773232 % (220200 % 1,898,652

The majority of the capital assets additions perfained o capital projects and sinking fund
expendifures, including general building improvements.

Debt Ouistanding

Beaver Istand Community Schools’ Debt Activity
Year Ended June 30, 2008

July 1, 2007 Additons Reductions  June 30, 2008

Bonds payabtle 3 - 3 3250000 % 20000 3 3,930,000

Land contract - {45,198 {1.808) {(43,390)
Early refirement incentives 7,500 - 7.500 -

3 7,500 3904802 % 25692 § 3884610




Economic Factors

While the population of Beaver Bland is growing faster than the state, the school
enroflment is not growing. The island's population is older than the state average with 55%
of the island's population 45 and older, The median Income of parents with children is
significantly lower than the state average with maost families reporting in the low and
middie income groups. Most of the children in the district have two parents who work
and most parents work in jobs that do not require post secondary education. {Based on
summary of work by Beilie Landave-Menchik, Director, Data Services Unit, K-12
Qutreach, MSUJ.

The district recognizes that the student population is showing a downward frend and that
economic development which supports jobs that do require post secondary education is
essentfial to the continued vitality of the district. If current economic and population
trends continue, student enroliment will fall below 70,

Financial Contact

The Scheool's financial statements are designed 1o present users with a general overview
of the District's finances. Questions concerning any of the information provided in this
report or requests for additicnal financial information should be directed fowards the
Business Office, Beaver Islkand Community School,



BEAVER ISLAND COMMUNITY SCHOOL

Asseds

Cunient Assets
Cash
Accounts recelvabie
Due from other governmental units
Prepaid expenses

Total current assefs

Noncurrent Assetfs
Capital assets, non-depreciable
Capital assets, depreciable
Less: accumulaied depreciation

Total noncurrent assets

Total asseis

Liabilities and Net Asseis

Curreni Liabilities
Accounts payable
Construction confracts payable
Payroll deductions and withholdings
Accrued expenses
Accrued interest payable
Salaries payable
Defered revenue
Bonds payable, due within one year

Toial current liahilities

Noncurrent Liabilities, Net of Current Portion
Bonds payable, net of discount

Total ligkilities

Net Assets
Investment in capital assets, net of related delbt
Restricied for debt service
Restricted for capital projecis
Unresiricted

Totainet assets

Total liabilities and net assets

See accomponying nales to the basic financial statements,

Statement of Net Assets
June 30, 2008

Governmental
Activities

3 4062022
1,689

29,879

8.495

4,102,085

8%93.865
1,430,389
{425,602}

1.898.652

$ 6000737

$ 12,334
256,230

925

34,363

25,920

81,729

17,500

65,000

494,001

3,821,610

4,315,611

1,241,463
116,070
21,125
312,468

1,685,126

$ 4,000,737




BEAVER ISLAND COMMUNITY SCHOOL
Statement of Activifies
Year Ended June 30, 2008

Net Revenue
[Expense) and
Changes in Net

Progrom Revenues Assets
Operating
Charges for Grants and Governmental
Expenses Services Conifribuiions Aciivities
Funciions/Programs
Governmental Activities;
instruction $ B54,988 3 - $ 94942 % {760,019)
Support services 612,012 - 111,079 (500,933}
Athletics 36,408 - - {36,408}
Food services 21,782 3,087 14,565 {4.130)
Community services 5864 - - {5,864}
interest/fees on long-term debt 123,274 - - (123,274}
Depreciafion (unallocated) 43,420 - - {43.420}
Total governmental activities $ 1,697,748 $ 3,087 $ 220,613 i1,474,048)
General revenues:
Taxes;
Property taxes, levied for general purposes 1,308.811
Property faxes, levied for debt services 214,196
Property taxes, levied for capilal expenditures 1.841
State ald, vnrestricted 115192
Interest and invesiment earnings 114,804
Loss on disposal of assets {11.640}
Other 41,845
Tetal general revenues 1,785,049
Change in nel assets 311,00
Net assets - beginning of year 1,374.125
Net asseis - end of year 3 1,685,126

See accompanying noles o the bosic finanzidl statements, 4




BEAVER ISLAND COMMUNITY SCHOOL

Assets

Cash

Accounts recelvable

Due from other funds

Due from other governmenial units
Prepaid expenses

Total assets

liabilities and Fund Balances

Liabilities:
Accounts payable
Censtruction contracts payable
Due to other funds
Payroll deductions and withholdings
Accrued expenses
Salaries payabie
Defered revenue

Total liabilities

Fund Balances:
Reserved for prepaid expenses
Reserved for debt service
Reserved for capital improvemenis
Unreserved:
Undesignated

Total fund balances

Total liabilities and fund
balonces

Governmental Funds
Balance Sheet
June 30, 2008

Other
Nenmajor
Capital Projects Govemmental
General Fund Funds Total
¥ 434,354 % 3,494,248 $ 133,410 $4,062,022
1,689 - - 1,689
10 - - 10
29,642 - 237 29,879
8,495 - - 8,495
$ 474,200 3 3,494,248 $ 133,647 $4,102,095
$§ 2700 $ 8,597 3 1,037 $ 12334
- 256,230 - 256,230
- - 10 10
925 - - 925
34,363 - - 34,363
81,729 - - 81,729
17,500 - - 17,500
137,217 264,827 1.047 403,097
8,495 - - 8,495
- - 110,070 110,070
- 3,229.42) 21,125 3,250,546
328,488 - 1,405 329,893
336,983 3,229.421 132,600 3,699,004
§ 474,200 $ 3,494,248 $ 133,647 $4,102,095

See accompanying notes fo the basic finonciat statements. 5



BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Reconciliation of Balance Sheet of Governmental Funds fo the Statement of Net Assets
June 30, 2008

Total Fund Balonces - Governmental Funds % 3,699,004

Amounts reported for governmenial activities in the statement
of net assels are different because:

Capital assets used in governmential aclivities are not financial
resources and are notf reported in the governmental funds
balance sheet.

Cost of capital assets 2,324,254
Accumulated depreciation {425,602)

Interest is accrued on cutstanding bonds in governmental
activifies, whereas in governmental funds, an interest
expendifure is reported when due {25,920}

Long-term liakilities, including bonds payable, are not due and payable
in the current period and therefore are not reported in the governmental

funds,
Bonds payable {3,9230,000)
Discount on bonds payable 43,390
Net Assets of Governmental Activities $ 1,685,126

See accompanying notes to the bosic financial stafements. &



BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balances
Year Ended June 30, 2008

Other
Nonmajor
Capital Projects Governmental
General Fund Funds Total
Revenues
Local sources 3 1,356,466 % 101,581 3 221,724 $ 1,679,771
State sources 140,802 - 1.437 142,239
Federal sources 24,105 - 13,128 37,233
Interdistrict and other sources 161,146 - - 141,144
Total revenues 1,682,519 101,581 236,289 2,020,389
Expenditures
Current: :
instruction 842,488 - - 842,488
Support services 612,012 - - 612,012
Athletics - - 36,408 36,408
Food service - - 21,782 21,782
Community services 5864 - - 5,864
Debt service:
Principal - - 20.000 20,000
Interest - - 93,348 93,348
Other - - 2,198 2,198
Capital outlay - 776,962 29,310 806,272
Total expenditures 1,480,364 776,962 203,046 2,460,372
Excess {deficiency] of
revenues over expenditures 202,155 [675,381) 33,243 ({439,783)
Other financing sources (uses)
General obligation bonds issued - 3,950,000 - 3.250,000
Discount on bonds issued - [45,198) - (45,198)
Operafing fransfers in - - 41,756 41,756
Operating ransfers out {41,756) - - (41,756}
Total other financing
sources (uses) {41,756) 3,904,802 41,756 3,904,802
Net change in fund balances 160,399 3,229,421 74,999 3,464,819
Fund balances - beginning of year 174,584 - 57.601 234,185
Fund balances - end of year $ 334,983 3 3,229,421 b 132,600 $  3.699.004

See acconpanying notes 10 the basic financial stctements, 7



BEAVER ISLAND COMMUNITY SCHOOL
Governmenial Funds
Reconciliafion of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
Year Ended June 30, 2008

Net Change in Fund Balances - Total Governmental Funds

" Amounts reperted for governmental activities in the statement
of net assets are different because:

Capital outlays are reported in governmental funds as expenditures.
However, in the statement of activities, the cost of those assefts is
allocated over their estimated useful lives as depreciaticn expense:

Capifal cutlay
Depreciation expense

The loss on the disposition of capital assets is not reported in
the governmental funds.

Repaymenit of long-term debt is an expenditure in the governmental
funds, but the repayments reduce long-term liablities in the
statement of net assets:

Bonds
Amortization of bond discount
Early retirement incentives

Bond proceeds are reported os financing sources in governmental funds
and thus contribute fo the change in fund balance. In the statement
of net assets, however, issuing debt increases long-term liabilities and
does not affect the statement of activities.

Bond proceeds
Discount on bond preceeds

Accrued interest expense on long-term debt is reported in the
govermnment-wide siatement of aclivities, but does not reguire the

use of current financial resources. Therefore, accrued inferest expense
is not reporfed as expenditures in government funds.

Change in Nel Assels of Governmental Activities

Ses accompanying noies fo the basic fnancial statements, 8

3,464,819

804,272
(43,420

(11,640)

20,000
(1,808)
7,500

{3.950,000)
45,198

(25,920)

311.001




BEAVER ISLAND COMMUNITY SCHOOL
Fiduciary Fund
Statement of Fiduciary Net Assets
June 30, 2008

Student
Acftivities
Agency Fund
Assets
Cash 3 33,960
Liabiiities
Accounts pavable $ 657
Due 1o student groups 33.303
% 33.940

See accompanying notes fo the basic financial stotements. ?



NOTE L.

BEAVER ISLAND COMMUNITY SCHOOL
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Beaver Island Community School {the "School District"} operates under o Board-
Superintendent form of government and provides educafion services to ifs residents. The
accounting policies of the School Distict conform to accounting principles generally
accepted in the United States of America [CAAP) as applicabie to governmentat units. The
following is a summary of the significant policies used by the School District:

Reporing Entity

The accompanying financial statements have been prepared in accordance with criteria
established by Governmental Accounting Standards Board Statement (GASBS} No. 14 {and
amended by GASBS No. 39]. GASBS 14 states the primary basis for determining whether
outside agencies and crganizations should be considered component units of the School
Disfrict and included in the School District's financial statements is financial accountabiity.
Financial accountability has been defined as follows: A primary government has substaniive
authority o oppoint a voting majeority of the component unit's board; the primary
government is either able to impose its will on a component unit or there is a potential for
the component unit fo provide specific financial burdens on the primary government; and
the component unit is fiscally dependent on the primary government, The Schoo! District has
ne componeni units.

Basic Financial Statements - Qverview

The School District's basic financiol statements include both government-wide [reporting the
School District as a whole} and fund financial stiatements {reporiing the School Disfrict's
major funds), Both the government-wide and fund financial statements categorize primary
activities as either governmental or business-type. Governmental activities, which normally
are supported by faxes and intergovemmental revenues, are reporied separately from
business-type activities, which rely fo a significant extent on fees and charges for support,
All of the School District's activities are considered governmental activities.

Basic Financial Statements - Governmeni-Wide Statements

The government-wide financial statements report information on all of ihe nonfiduciary
activities of the primary government, These statements are reported using the economic
resources measurement focus and the full accrual basis of accouniing. As o general rule,
the effect of inferfund activity has been eliminated from the government-wide financial
statements. The government-wide focus is more on operational efficiency, the sustainability
of the Schoot District as an entity and the change in the School District’s net assets resulting
from the current year's acfivities.

in the government-wide Slatement of Net Assefs, the governmental activities column is
presented on a consolidoted baosis, Due to the full accrual, economic resource basis, all
long-term assets and receivabies, as well as long-term debt and obligations are recognized.
The School Disfrict's net assets are reported in three parts - invested in capital asseis, net of
related debt; restricted net assefs; and unrestticted net assets. The School District first utilizes
restricted resources to finance gualifying activities.

10



NOTE I:

NOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Basic Finoncial Stafements - Government-Wide Statements - Ceontinued

The govemnment-wide Statement of Activities, due to the full accrual, economic rescurce
basis, records revenue when it is earned and expenses when aliabiiity is incured, regardiess
of the timing of related cash fiows. The Statement of Activities demonsirates the degree to
which the direct expenses of a given function are offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific function. Program revenue
includes (1) charges to customers who purchase, use or directly benefit from goods, services,
or privileges provided by a given function and (2} grants and contributions that are restricted
to meeling the operational or capital requirements of a particular function. Taxes,
urnrestricted State Aid and other ilems not properly included among program revenues are

reported as general revenuve. Any net costs, by function, are allocated to the general
revenue,

Basic Financial Statements - Fund Financlal Statements

The financial tfransaciions of the Schoel District are reported in individual funds in the fund
financial stalements. The operations of each fund are accounted for with aseparate set of
sel-balancing cccounts that comprise ifs assets, liabilities, fund equity, revenues and
expenditures. The emphasis in the fund financial statements is on the major funds in the
governmental activities category. GASBS No. 34 sefs forth minimum criteria [percentage of
the assets, liabkilties, revenues or expenditures of the governmental funds) for the
determination of major funds., The School Distriict's major fund, as described below, is the
General Fund. Non-major funds by category are summarized into a single column.

The governmental funds financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues are
recorded in the accounting period in which they necome both availlable and measurable,
Revenues are available when received within the curent period or within 40 days afier year-
end. Expendiiures are recorded in the accounting period in which the liability is incured,
The exception to this general rule is principal and interest on general obligation long-ferm
debf, if any, is recognized when due.

The focus of the fund financial siatements is upon the determination of financial position and
changes in financiol position {sources, uses, and balances of financial resources).

Government resources are gocated fo and accounted for in individual funds based upon
the purposes for which they are 1o be spent and the means by which spending activities are
controllied. The variouws funds are grouped, in the financial statements in this repor, into
generic fund types and broad fund categories as follows:

Governmental Funds

Governmental funds are those funds through which maost school district funciions typically
are financed. The acquisition, use and balances ¢f the School District’s expendable
financial resources and the reigted curent liabilities are accounted for through
governmental funds.

General Fund - The General Fund is used to record the general operations of the School
District pertaining to education and those operafions not provided for in other funds. The
General Fund is a major fund of the School District.



NOTE I;

NOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Basic Financial Statements - Fund Financial Sfatements - Cantinued

Governmental Funds - Confinved

Speciat Revenue Funds - Special Revenue Funds are used fo account for the proceeds of
specific revenue sources that are restricted to expenditures for specified purposes.

School Service Funds — The School Service Funds are used io segregate, for
administrative purposes, the transactions of a particular activity from regular
revenue and expenditure accounts. The School District maintains full confrol of
these funds. The School Service Funds mcintained by the Scheol District are the
Cafeteria and Athletic Fund.

Debt Service Funds — The Debi Retirement Funds are used torecord tox and interest revenue
and the payment of interest, principal and other expenditures on long-term bonded debt.
The Debt Service Funds maintained by the School District is the General Obligation Fund.

Capital Project Funds — The Capital Project Funds are used to record bond proceeds, tax
revenues, or other revenue, and the disbursement of monies specifically designated for
aoquiring new school sites, buildings, equipment, and for major remodeling and repairs.
These funds are kept open until the purpose for which they were created has been
accomplished.

Sinking Fund — The Sinking Fund was approved by the voters for a period of five years, fiscal
2003 through 2007 to levy an amount not fo exceed 1 mill on all property for constructing,
remodeling and repdairing school bulldings and developing and improving sites. For this fund,
the School District has complied with the applicable provision of §1212{1) of the Revised
School Code and the gpplicable section of the Revised Bulletin for School District Audits of
Bonded Construction Funds and of Sinking Funds in Michigan.

Capital Project Fund ~ During the fiscal year ending June 30, 2008, the School District
established the Capifal Projects Fund with proceeds from ¢ bond approved by the voters
and issued in September 2007. The bonds were issued for the purpose of erecting, furnishing
and equipping an addition to, and parfially remodeling, furnishing. equipping and re-
equipping the school, acguiring, instaling and equipping fechnology for the addition and
school; constructing, equipping and relocating a playground and play field: and deveioping
and improving the site. For this capital project, the School District has complied with the
applicable provisions of §1351a of the Revised School Code.

Fiduciary Funds

Fiduciary Funds are used to account for assels held by the School District in a trustee or
agency capacity for others and therefore are not available to support School District
programs, Since these funds cannot be used fo address acfivities or obligations of the
School District, these funds are not incorporated inte the governmeni-wide statements,
Fiduciary fund statements are reported using the economic resources measurement focus
and the accrual basis of accounting. The following agency fund is presented in the
Staiement of Fiduciary Net Asseis:

Student Activities Agency Fund - The School District presently maintains a Student
Activities Agency Fund to record the fransactions of student groups for school and
school-related purposes. The funds are segregated and held by the School District
for the students.



NOTE I:

NOTE 2:

NOTE 3:

NOTES TO FINANCIAL STATEMENT - CONTINUED

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand. demand deposits and other accounts
that have the general characteristics of demand depaosits.

Capital Assets

Capitat assets, which include land, buildings, equipment and vehicles, are reported in the
Statement of Net Assets in the government-wide financial statements. Capital assets are
defined by the School District as assets that are purchased or acquired with an original cost
of $5,000 or mere and an estimated useful life in excess of one year. Such assels are
reported at historical cost or estimated historical cost. Contributed assets are reporied af
fair market value as of the date donated. Additions, improvements and other capital outlay
that significantly extend the useful life of an asset. orincrease its capacity or efficiency, are
capifalized. Other costs incurred for repairs and maintenance is expensed as incumred.

Depreciation on all assets is provided on the straight-line basis over the following estimated
useful lives:

Buildings and improvements 20-50 years
Furnifure and other equipment 5-15 years
Vehicles 7 years

Compauarative Data

Comparative total data for the prior year is not included in the School District's financial
statements.

BUDGETING/COMPLIANCE

The School District Is required under Public Act é21 to adopt a budget for the Genergl and
Special Revenue Funds. Annual budgets are adopted on a basis consistent with generally
accepted accounting principles and State low for these funds. State low requires the
School District to have its budget in place by July 1. Expenditures in excess of amounts
budgeted are a viclation of Michigan law. State law permits districts to amend their
budgets during the year. All annuai appropriations lapse at year-end.

The presentation of budgetary information is required for the General Fund and all major
Special Revenue Funds. {The School District does not have any major Special Revenue
Funds). In the required supplemental information section, the Schocl Bistrict's actual and
budgeted expenditures for the General Fund are presented.

DEPOSITS

State statutes and the School District's investment policy authorize the School District to
make deposifs in the accounts of tederally insured banks, credit unions. and savings and
loan associations that have an office in Michigan; the Schoaol District is allowed 1o investin
U.S. Treasury or Agency obligations, U.S, government repurchase agreements, bankers’
acceptances, commercial paper rafed prime at the time of purchase that matures not
more than 270 days after the date of purchase, mutual funds, and investment pools that are
composed of authorized investment vehicles. The School District's deposits are in
accordance with statutory authority,
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NOTE 3:

NOTE 4;

NOTES TO FINANCIAL STATEMENT - CONTINUED
DEPOSITS - CONTINUED

Custedial Credit Risk — Deposits, Custodial credit risk is the risk that in the event of a bank
failure, the School District's deposits may not be returmed to it. The School District does not
have o deposit policy for custodial credit risk. At year-end, the carrying amount of the
School District's deposits for both governmental aciiviies and fiduciary funds was
$4,095,983 and the bank baiance was $4,174,727. Of the bank balance, $129,779 was
covered by federal depository insurance. The remaining $4.044,948 was uninsured and
uncoliateralized. State statutes prohibit security in the form of collateral, surety bonds or
another form be taken for the deposit of public funds.

PROPERTY TAXES

Property taxes are levied and become a lien on property as of December 1 on the State
taxable valuation of property in the School District as of the preceding December 31.

Property toxes are recognized as revenue in the fiscal year they are levied. The Michigan
School Accounting Manual requires property taxes receivable be written off In the current
yvear if not received within 60 days of the end of the previcus year. This applies fo both the
govermnment-wide {full accrual) and the fund (modified accrual) financial statements. There
is no significant departure from the full accrual basis of cccounting using this method.

The 2007 State taxable valuation of non-homestead property as of March 24, 2008 for Beaver
Island Community School totaled $83.111,651, on which taxes levied consisted of 15.7908
mills for operating purposes, The total toxable valuation of the Schoo! Disfrict waos
$107.882,548, on which taxes levied consisted of 2.0 mills for debt retirement. These amounts
are recognized in the respective General and Debt Service funds.

Classification of assessed property between homestead vs. non-homestead is subject o
change. In addition, Michigan Tax Tribunal and Board of Review changes throughout the
year affect the total faxable valuation.



NOTE &:

NOTE 6!

NOTES TO FINANCIAL STATEMENT - CONTINUED

CAPITAL ASSETS

Capital asset activity for the School Districi's governmental activities was as foliows:

Assets not being depreciated:
Land and improvements
Construction in progress

Subtotct

Copital assets being deprecicied:
Buildings and improvements
Vehicles r :
Equipment

accumuloted depreciation:
Buildings and improvermenis

Nel capital assets being depreciated

Governmental activities net
capital assefs

Governmental activities depreciation expensa was charged as follows:

Unallocated

CONSTRUCTION COMMITMENTS

The scnoot district has an active construction project at vear-end. The projects includs:

School addition and renovation

Balance Balance
July 1, 2007 Additions Disposals June 30, 2008
$ 92,228 % - g - 5 92,228

13,768 798,249 {10,380} 801,637
105,994 798,249 {10,380} B93.B45
1,514,535 18,403 {155.000} 1,379,938
17.522 - - 17,5272
32929 - - 32,929
{525,542} {43,420} 143,360 1425,602)
1,041,444 [25,017) (11,640} 1,004,787
$ 1,147,440 $ 773232  § (22,0200 § 1,898.4652
§ 43420
Project Expended fo
Estimates June 30, 2008 Commifted
$ 4,112,493 $ 801,637 % 3,249,242
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NOTE T7:

NOTE 8

NOTE 9.

NOTES TO FINANCIAL STATEMENT - CONTINUED
INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

The interfund balances within the school district are as follows:

interfund interfund
Receivable Payabie
General Fund $ 10 } -
Cateteria Fund - 10

T [V - S

The interfund balances are for Cafeteria Fund expenses paid from the General Fund.
Interfund transfers consist of the following:

The General Fund made transfers in the amounts of $5,348 o the Cafeteria Fund and
$36,408 1o the Athletic Fund, The General Fund makes transfers on a yearly basis 1o support
these funds,

DEFERRED REVENUE

Deferred revenue in the governmeni-wide and the fund financial siatesments consists of
categorical and other grant monies received but not vet earned at year end. Deferred
revenues for the vear ended June 30, 2008 are comprised of the following;

Grant
Summer School $ 2,000
Playground equipment 15,500

% 17.500

SHORT-TERM DEBT - STATE AID NOTES

The Schoolissuas Tax Anficipation notes in advance of property faxreceipts. depositing the
proceads in the General Fund. This nole was necessary because property tax payments
were not received before December of the school year,

Short-term debt activity for the year ended June 30, 2008, excluding interest expense of
$2.125 was as follows:

Beginning Ending
Balance Issued Redeemed Baiance

Tax Anficipation Note $ - 3 450,000 3 450,000 3 -




NOTES TO FINANCIAL STATEMENT - CONTINUED

NOTE 10: LONG-TERM DEBT

The following is o summary of the School District's governmental activilies long-term debit
fransactions for the year ended June 30, 2008:

Armount
Beginning Ending Due Within
Baolance Addiiions Reductions Balonce One Year
Govemment Achivities
Bonds and notes payable:
General obligatien debt $ - $ 3950000 0§ 20000 5 3930000 % 65,000
Discount on bonds payable - {45,198} {1.808] (43,390
Other liabilities:
Eauly retirement incenfives 7.500 - 7.500 - -
Toiol governmental activities
long-term liabilities $ 7500 § 3504802 3 256492 § 3886410 § 5,000

Long-term debt payable ot June 30, 2008, is comprised of the following in'd';vidud instrument:

2007 School Building and Site Bonds due in
annudl instaliments through May 1, 2032;
interest at 3,75% - 4.15% due semi-annually, net

of discount. $3.886,610

Debt service requirements at June 30, 2008 were as follows:

Year ended June 30 Principal Interast Total
200% $ 65,000 $ 155520 $ 220,520
2010 80,000 153,083 233,083
2011 ¢0,000 150,083 240,083
2012 105,000 144,708 251,708
2013 110,000 142,770 252,770
2014 - 2018 635,000 648,038 1,283,038
2019 - 2023 805,000 515,343 1,320,343
2024 - 2028 1,025,000 339,398 1,364,598
2029 - 2032 1,015,000 108,108 1,123,108

Totai $ 3,230,000 $ 2,359,251 $ 6,289,251




NOTES TO FINANCIAL STATEMENT - CONTINUED

NOTE 11 DEFINED BENEFIT PENSION PLAN AND POST EMPLOYMENT BENEFITS

The Beaver island Community School contribuies to the Michigan Public School Employees
Retirement System [MPSERS), a cost sharing, mulliple employers, state wide public employee
refirement plan governed by the State of Michigan and created in 1915. MPSERS was
established by the State of Michigan for purposes of providing refrement, survivor ond
disabiiity benefits to the State's public school employees. MPSERS now operates under the
provisions of Public Act 300 of 1980, as amended. MPSERS issues a publicly available
financial report that includes financial statements and required suppiementary information
for MPSERS. That report may be ebiained by writing to Michigan Public School Employees
Retirement Systern, 7150 Harris Brive, P.O. Box 30024, Lansing, Ml 48909-7526 or by calling
[{517) 322-6278.

Prior o January 1, 1990, MPSERS provided a choice of two refirement plans, the Basic Plan,
which required no employee contribution and the Member Invesiment Plan {MIP}). For
members hired on January 1, 1990 or after, membership in MIP is mandatory, MIP members
are reguired to contribute 3 to 4.3 percent of their annual covered salary and Beaver Island
Community School s required 1o contribute at an actuarially determined rate. The current
rafe is 16.72% of annual covered payroll, of which approximately 6.55% is for other post
employment benefits {see below). The contribution requirements of plan members and
Beaver sland Community School are established and may be amended by the MPSERS
Board.

The School District's coniribution o MPSERS for the years ending June 30, 2008, 2007 and 2004
were $130,474, $132,545 and $11%2.812 respeciively, equal fo the required contribbutions for
each year,

Other post employment benefits

Also under the MPSERS Act, all refirees have the option of confinuing health, dental and
vision coverage which are funded on a cash disbursement basis. Retirees having these
coverages confribute an amount dpproximately equivalent fo the monthly cost for Part B
Medicare and 10% of the monthly premium amount for health, dental and vision coveragss.

The number of plan participants and other relevant financial information consisted of the
following at June 30, 2007, the date ¢f the latest actuarial valuation.

Eligible retired parficipants 162,844
Participants receiving benefits:

Health 121,804
Dentgl/Vision 129,771
Expenses for the year $653,572,464
Payroll contribution rate 6.55%



NOTE 12;

NOTE 13:

NOTES TO FINANCIAL STATEMENT - CONTINUED
RESERVES AND DESIGNATIONS OF FUND BALANCES

Major Governmental Funds

General Fund - The General Fund's reserved fund baiance includes amounts for prepaid
expenses.

Nonmajor Governmental Funds

Capital Project Funds — The Capital Project Funds' have reserved fund balances for the
acquisition and/cr construction of major capital assefts.

Debt Service Funds - The Debi Service Funds' reserved fund balances represents resources
legally restricted for the payment of principal and inierest amounts maturing in future vears.

RISK MANAGEMENT

The School District carries commercial insurance for risks of loss, including property and
employee health insurance. Setfled claims resulting from these risks have not exceeded
commercicl insurance coverage in any of the past three fiscal years.

The School District also belongs fo the SEC Self-Insured Workers' Disability Compensation
Fund, a public entity risk pool currently operating as @ commeoen risk management and
workers' compensation insurance program for various school districts throughout the state.
The School District pays an annual premium for ifs workers’ compensation insurance
coverage. The pool is self-sustaining through member premiums and reinsures through
commercial companies for claims in excess of $500,000 for each insured event. Although
he Schoolt District could be assessed charges beyond the annual premium, the iikelihood of
receiving such an assessment is minimal,
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REQUIRED SUFPLEMENTAL INFORMATION



Revenues
Local sources
State sources
Federal sources
Interdisirict and other socurces

Total revenues

Expenditures
Current;
Instruction:
Basic programs
Added needs
Support services:
Pupil
General administration
School administration
Busingss services
Operation and maintenance
Other support services
Community services
Capiicl outlay

Tolal expenditures

Excess {deficlency) of
revenues over expenditures

Other tinancing sources (uses)
Operating fransfers out

Net change in fund balance
Fund balance - beginning of year

Fund balance - end of year

BEAVER ISLAND COMMUNITY SCHOOL
Required Supplementary Information
Budgetary Comparison Schedule

General Fund

Year Ended June 30, 2008

Variance with

Original Finai Final Budget
Budget Budget Actual Over/|Under}
3 1342025 % 1.,359.545 1,356,466 {3.079)
139,876 139,693 140,802 1,109
21,800 24,177 24,105 {72}
186,979 141,504 161,146 {358}
1,690,680 1,684,919 1,682,519 [2,400)
834,589 809,199 753,843 155.356)
121.279 112,003 108,645 {3,358}
44,072 66,311 59,831 [6.480)
19,000 18,750 14,747 [4.003)
260,303 258,246 252,336 {5,930}
43,200 46,228 40,430 (5,798)
218,803 197,224 174,150 (23,074}
60,670 73,297 70,518 (2,779}
13,414 8,038 5864 (2,174}
1,635,330 1,589,316 1,480,364 (108.952)
55,350 $5,603 202,155 106,552
{37,000} {44,900) {41,756) (3.144)
18,350 50,703 160,399 109.6%6
176,584 176,584 176,584 -
$ 194934 % 227,287 335,983 109,626

See accompanying nofes to the basic financial statements. 20



OTHER SUPFPLEMENTAL INFORMATION



Assets

Cash
Due from other governmental units

Total assets

Lighilities and Fund Balance

Licbilities;
Accounts payable
Due to other funds

Total laoilities

Fund Balances:
rReserved for debt service
Reserved for capital improvements
Unreserved,
Undesignated

Total fund balances

Total iabilities and fund
palances

BEAVER ISLAND COMMUNITY SCHOOL
Other Supplemental Information
Comblining Balance Sheet
Noamajor Governmental Funds
June 30, 2008

Special Revenue Debt Service
Funds Funds
1992 General 2007 General Sinking

Cafeteria Athletic Obligation Qbligation Fund Total
3 1,178 % - $ 7,855 $ 10221 3 22142 $ 133,410
237 - - - - 237
3 1,415 $ - $ 7.855 3 102,215 $ 22162 $133.647
3 - $ - ) - $ - 3 1,037 $ 1,037
10 - - - - 10
10 - - - 1,037 1.047
- - . 7,855 102,215 - 110,070
- - - - 21,125 21,125
1,405 - - - - 1,405
1,405 - 7,855 102,215 21,125 132,600
¥ 1415 3 - 3 7855 ¥ 102.215 22162 $ 133.647
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BEAVER ISLAND COMMUNITY SCHOOL
Cther Supplemental Information
Combining Statement of Revenues, Expenditures and Changes in Fund 8alances
Nenmajor Governmental Funds
Year Ended June 30, 2008

Special Revenue Debt Service
Funds Funds
1992 General 2007 General Sinking
Cafeteria Athletic Ohiigation Obligation Fund Total
Revenues
Local spurces i 3,087 $ - $ 170 $ 215,583 3 2884 3 221,724
State sources 1,437 - - - - 1,437
Federal sources 13,128 - - - - 13.128
Total revenues i7.652 - 170 215.583 2,884 236,289
Expenditures
Current:
Athlefic - 36,408 - - - 34,408
Food service 21,782 - - - - 21,782
Debt service:
Principal - - 20,000 - 20,000
Interest - - 93,348 - 23,348
Other - - 240 20 1,938 2,198
Cuaopital outlay - - - - 29310 29,310
Total expendifures 21,782 36,408 240 173,368 31,248 203,046
Excess (deficiency) of
revenues over expenditures {4.130] {36,408 {70) 102,215 [28,364) 33.243
Other fingncing sources {uses)
Operating fransters in 5,348 36,408 - - - 41,756
Toial other financing
saurces [uses) 5,348 36,408 - - - 41,756
Net chonge in fund balances 1,218 - (70} 102,215 (28,364} 74,99%
Fund batances - beginning of year 187 - 7,925 - 49,48% 57,601
Fund balances - end of year % 1,405 3 - $ 7.855 % 102,215 3 21125 £ 132,600
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Youth Consortium
Isiander Booster Club
Board Account
Gullahorn Schelarship
Sth/éth Graode

7th/8&th Grade

Junior Class

Senior Class
Lockwood Memorial
SADD

National Honor Society
Student Councit
Schoolyard Garden Fund
Yearbook

Total

BEAVER ISLAND COMMUNITY SCHOOL

Other Supplemental Information

Statement of Receipts and Disbursements

Fiduciary Fund
Year Ended June 30, 2008

Baiance 2007-2008 Balance
June 30, 2007 Receipfs Disbursements June 30, 2008
$ 10,206 $ 2.319 $ 7,190 % 3,335

3.659 15,495 5,370 13,784
[95%} 203 77 {833}
2,700 400 2.600 500
2,641 7,040 4,999 4,682
{7.234) 33,820 18,116 8.470
622 2,590 2,512 700
1,534 1.640 2,766 408
240 - - 940
228 - - 228

i 199 71 129

72 330 132 270
500 - - 600
(363) 1,548 1,095 0

$ 14,647 $ 65,584 h 46,928 $ 33,303
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INTERNAL CONTROL, COMPLIANCE AND COTHER MATTERS



H|I| . Schroderus & Co., LLP
AL SN e

Septernber 25, 2008

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Superintendent and Board of Education
Beaver Island Community School
Baaver island, Michigan

We hove audited the general purpose financial statements of the governmenial activities, each
maijor fund and the aggregate remaining fund information of Beaver Island Community School as of
and for the year ended June 30, 2008 which collectively comprise Beaver sland Commiunity School's
basic financidl statements and have issued our report thereon dated September 25, 2008. We
conducted our qudit in accordance with auditing standards generally accepied in the United
States of America and the siondards applicable fo {inancial audits contagined in Government
Auditing Standards, issued by the Comptreller General of the United States.

Internal Control Over Financial Reparting

In planning and performing our audit, we considered Beaver lsiand Community School's intermnal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinions on the financial stalements and not to provide an opinion on the intemal
control over financial reporting. Accordingly, we do not express an opinion on the efiectiveness of
the Beaver island Community School's internal confrol over financial re porting.

A conirol deficiency exists when the design or operation of g conftrol does nof aliow management
or employees, in the normal course of performing their assigned funciions, to prevent or detect
misstatements on a fimely basis. A significant deficiency is a contral deficiency, or a combination of
control deficiencies, that adversely affects the entity's abillity to infliate, authorize, record, process, or
report financial data reliably in accordance with generaily accepted accounting principles such
that there is more than a remoie likelihood that a misstatement of the entity’s financial statements
that s more than inconsequential will not be prevenied or detecied by the enfity's internal control.

A material weakness is a significant deficisncy, or a combinaiion of significant deficiencies, that
rasults in more than a remote tikelihood that o moterial misstatement of the financial stafernents will
not be prevented or detected by the entity's infernal confrol.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies in
internat control that might be significant deficiencies or material weaknesses. We did not identify
and deficiencies in internal control over financicl reporting that we consider to be material
weaknesses, as defined above.
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Beaver lsland Community School
Beaver Istand, Michigan

Compliance and other matters

As part of obiaining reasonable assurance about whether Beaver sland Community School's
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grant Ggreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinicn an complicnce with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards,

This report is intended solely for the information and use of the management and Board of

Educafion and is notintended to be and should not be used by anyone other than these specified
parties.

Wil wjmi Q,a‘

CERTIHED PUBLIC ACCOUNTANTS
Petoskey, Michigan
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NO MANAGEMENT LETTER WAS ISSUED TG THE BEAVER ISLAND COMMUNITY SCHOQOL FOR THE
YEAR ENDED JUNE 30, 2008



NO DATA COLLECTION FORM IS REQUIRED TO BE ISSUED TO THE BEAVER ISLAND CCMMUNITY
SCHOOL FOR THE YEAR ENDED JUNE 30, 2008



